Report of the auditor-general to the Western Cape 
Provincial Parliament and the council on 
Matzikama Municipality 


Report on the financial statements 
Introduction 

1 . I have audited the financial statements of the Matzikama Municipality set out on pages 3 
to 72, which comprise the statement of financial position as at 30 June 2016, the 
statement of financial perfomiance, statement of changes in net assets, cash flow 
statement and statement of comparison of budget and actual amounts for the year then 
ended, as well as the notes, comprising a summary of significant accounting policies 
and other explanatory information. 


Accounting officer's responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally 
Recognised Accounting Practice (SA Standards of GRAP) and the requirements of the 
Municipal Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) 
and the Division of Revenue Act of South Africa, 2015 (Act No. 1 of 2015) (DoRA), and 
for such internal control as the accounting officer determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether 
due to fraud or error. 

Auditor-general's responsibility 

3. My responsibility is to express an opinion on these financial statements based on my 
audit. I conducted my audit in accordance with International Standards on Auditing. 
Those standards require that I comply with ethical requirements, and plan and perform 
the audit to obtain reasonable assurance about whether the financial statements are 
free from material misstatement. 

4. An audit involves performing procedures to obtain audit evidence about the amounts 
and disclosures in the financial statements. The procedures selected depend on the 
auditor’s judgement, including the assessment of the risks of material misstatement of 
the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the municipality’s 
preparation and fair presentation of the financial statements in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the municipality's internal control. An audit 
also includes evaluating the appropriateness of accounting policies used and the 
reasonableness of accounting estimates made by management, as well as evaluating 
the overall presentation of the financial statements. 


5. I believe that the audit evidence I have obtained is sufficient and appropriate to provide 
a basis for my audit opinion. 

Opinion 

6. in my opinion, the financial statements present fairly, in all material respects, the financial 
position of the Matzikama Municipality as at 30 June 2016 and its financial performance and 
cash flows for the year then ended, in accordance with SA Standards of GRAP and the 
requirements of the MFMA and DoRA. 


Emphasis of matters 

7. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Restatement of corresponding figures 

8. As disclosed in note 39 to the financial statements, tne corresponding figures for 

30 June 2015 have been restated as a result of errors discovered during the 2015-16 
financial year in the financial statements of the municipality at, and for the year ended, 
30 June 2015. 

Material losses/impairments 

9. As disclosed in note 44.4 to the financial statements, the municipality incurred electricity 
distribution losses of 14.20% or 1 1 658 420Kwh during the year under review. 

10. As disclosed in note 16 to the financial statements, the municipality has provided for 
impairment of receivables from exchange and non exchange transactions amounting to R43.4 
million. 


Additional matters 

11. I draw attention to the matters below. My opinion is not modified in respect of these matters. 

Unaudited supplementary schedules 

12. The supplementary information set out on pages 74 to 81 does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and accordingly I do not express an opinion thereon. 

Unaudited disclosure notes 

13. In terms of section 125(2)(e) of the MFMA, the municipality is required to disclose 
particulars of non-compliance with the MFMA. This disclosure requirement did not form 
part of the audit of the financial statements and, accordingly, i do not express an opinion 
thereon. 



Report on other legal and regulatory requirements 


14. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) 
and the generai notice issued in terms thereof, i have a responsibility to report findings 
on the reported performance information against predetermined objectives for seiected 
objectives presented in the annual performance report, compliance with iegislation and 
internai control. The objective of my tests was to identify reportable findings as 
described under each subheading, but not to gather evidence to express assurance on 
these matters. Accordingly, I do not express an opinion or conciusion on these matters. 

Predetermined objectives 

15. I performed procedures to obtain evidence about the usefulness and reliability of the reported 
performance information of the following selected objectives presented in the annual 
performance report of the Matzikama municipality for the year ended 30 June 2016: 

• Objective 1 : facilitate development and growth of the local economy of the 
Matzikama Municipal area with the intent to create opportunities that wiii reduce 
poverty and unemployment on page 7. 

• Objective 6: to promote access to adequate, affordable and well maintained 
municipal basic services on pages 12 to 15. 

16. 1 evaluated the usefulness of the reported performance information to determine 
whether it was consistent with the pianned objectives. I further performed tests to 
determine whether indicators and targets were weil defined, verifiable, specific, 
measurable, time bound and relevant, as required by the National Treasury’s 
Framework for Managing Programme Performance Information. 

17. i assessed the reiiability of the reported performance information to determine whether it 
was vaiid, accurate and compiete. 

18. 1 did not identify any material findings on the usefulness and reliability of the reported 
performance information for the seiected objectives. 


Additional matters 

19. Aithough I identified no material findings on the usefuiness and reliability of the reported 
performance information for the seiected objectives, I draw attention to the following 
matters: 

Achievement of planned targets 

20. Refer to the annual performance report on pages 7 to 15 for information on the 
achievement of the pianned targets for the year. 

Adjustment of material misstatements 

21. 1 identified material misstatements in the annuai performance report submitted for 
auditing. These material misstatements were on the reported performance information 
of objective 6; To promote access to adequate, affordable and well maintained 


municipal basic services. As management subsequently corrected the misstatements, I 
did not identify material findings on the usefulness and reliability of the reported 
performance information. 

Unaudited supplementary schedules 

22. The supplementary information set out on pages 1 5 to 68 does not form part of the 
annual performance report and is presented as additional information. We have not 
audited these schedules and, accordingly, we do not express a conclusion on them. 

CompHance with legislation 

23. 1 performed procedures to obtain evidence that the municipality had complied with 
applicable legislation regarding financial matters, financial management and other 
related matters. I did not identify any instances of material non-compliance with specific 
matters in key legislation, as set out in the general notice issued in terms of the PAA. 

Internal control 

24. I considered internal control relevant to my audit of the financiai statements, the annual 
performance report and compliance with legislation. I did not identify any significant 
deficiencies in internal control. 



Cape Town 
30 November 2016 
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MANAGEMENT REPORT TO THE ACCOUNTING OFFICER ON THE AUDIT OF 
THE MATZIKAMA LOCAL MUNICIPALITY FOR THE YEAR ENDED 
30JUNE20U 


INTRODUCTION 

1 . Our responsibility is to: 

• express an opinion on the financial statements 

• express a conclusion in the management report on the usefulness and reliability of the 
reported performance information for selected objectives, and report the material findings 
in the auditor’s report 

• report on material findings relating to compliance with specific requirements in key 
applicable legislation, as set out in the general notice issued in terms of the Public Audit 
Act. 2004 (Act No. 25 of 2004) (PAA). 

Our engagement letter sets out our responsibilities and those of the accounting officer in 
detail. 

2. This management report includes audit findings arising from the audit of the financial 
statements, reporting on predetermined objectives and compliance with legislation for the year 
ended 30 June 2016. These findings were communicated to management and the report 
details management’s response to these findings (where responses have been received). The 
report includes information on the internal control deficiencies that we identified as the root 
causes of the matters reported. Addressing these deficiencies will help to improve the audit 
outcome. 

3. This management report consists of an executive summary and annexures containing the 
detailed audit findings. 

4. The purpose of the management report is to communicate audit findings to the accounting 
officer and does not constitute public information. The auditor’s report is finalised only after the 
management report has been communicated. All matters included in this report that relate to 
the auditor’s report remains in draft form until the final auditor’s report is signed. In adherence 
to section 50 of the PAA, we do not disclose any information obtained during the audit and 
contained in this management report. 
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EXECUTIVE SUMMARY 


SECTION 1; Interactions with stakeholders responsible for oversight and 
governance 

5. During the audit cycle, we met with the following key stakehoiders responsible for oversight 
and governance to communicate matters relating to the audit outcome of the municipaiity: 


I Stakaholder 

j. 

Number pf 
intenactians 

Acting Municipal Manager 

4 

Audit committee 

2 

Acting Director of Finance 

1 

Director of Finance 

4 


6. At these interactions, we discussed the audit strategy document, progress of the audit, issues 
found during the audit, deiays experienced and the draft management report for the current 
financiai year. Ail stakeholders made commitments to implement initiatives that can improve 
the audit outcome. The commitments given and the progress of previous commitments are 
included in section 2.6, which deals with the assessment of assurance providers. 
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2.2 MAHERS TO BE BROUGHT TO THE ATTENTION OF USERS 

Emphasis of matter paragraphs 

8. The following emphasis of matter paragraphs will be included in our auditor’s report to draw the 
users’ attention to matters presented or disclosed in the financial statements: 

Restatement of corresponding figures 

9. As disclosed in note 39 to the financial statements, the corresponding figures for 30 June 201 5 
have been restated as a result of errors discovered during 2015-16 financial year, in the 
financial statements of the municipality at, and for the year ended, 30 June 2015. 

Material losses/impairments 

10. As disclosed in note 44.4 to the financial statements, the municipality incurred electricity 
distribution losses of 14.20% or 1 1 658 420 Kwh during the year under review. 

11. As disclosed in note 16 to the financial statements, the municipality has provided for 
impairment of receivables from exchange transactions amounting to R43.4 million. 

Additional matter paragraphs 

12. The following additional matter paragraphs will be included in our auditor’s report to draw the 
users’ attention to matters regarding the audit, the auditor’s responsibilities and the auditor’s 
report: 

Unaudited supplementary schedules 

1 3. The supplementary information set out on pages 74 to 81 does not form part of the financial 
statements and is presented as additional information. I have not audited these schedules and 
accordingly I do not express an opinion thereon. 

Unaudited disclosure notes 

14. In terms of section 125(2)(e) of the Municipal Finance Management Act, 2003 (Act no. 56 of 
2003) (MFMA), the municipality is required to disclose particulars of non-compliance with the 
MFMA. This disclosure requirement did not form part of the audit of the financial statements 
and accordingly I do not express an opinion thereon. 

2.3 REPORT ON PREDETERMINED OBJECTIVES 

Introduction 

1 5. As required by sections 4 and 20 of the PAA, reao with the general notice issued in terms 
thereof, we have audited the reported performance information of the following selected 
objectives presented in the annual performance report of the municipality for the year ended 
30 June 2016: 

(a) Objective 1 : Facilitate development and growth of the local economy of the Matzikama 
Municipal area with the intent to create opportunities that will reduce poverty and 
unemployment on page 7. 

(b) Objective 6: To promote access to adequate, affordable and well maintained municipal 
basic services on pages 12 to 15. 
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16. We conducted our audit in accordance with the international Standards on Assurance 

Engagements (ISAE) 3000: Assurance engagements other than audits or reviews of historical 
financial information. 

1 7 We evaluated the usefulness of the reported performance information to determine whether it 
was consistent with the planned objectives. We further performed tests to determine whether 
indicators and targets were well defined, verifiable, specific, measurable, time bound and 
relevant, as required by the National Treasury’s Framework for managing programme 
performance information (FMPPI). 

1 8. We assessed the reliability of the reported performance information to determine whether it 
was valid, accurate and complete. 

19. We believe that the evidence obtained from the work performed provides an appropriate basis 
for the reasonable assurance conclusions on the usefulness and reliability of the reported 
performance information expressed below. 

Summary of audit conclusions 

20. The following is a summary of our conclusions on the usefulness and reliability of the reported 
performance information: 


Selected objective Usefulness 

RelrabHity 

Objective 1 : Facilitate development and 
growth of the local economy of the 
Matzikama Municipal area with the intent 
to create opportunities that will reduce 
poverty and unemployment 

Unqualified 

Unqualified 

Objective 6: To promote access to 
adequate, affordable and well maintained 
municipal basic services 

Unqualified 

Unqualified 


Objective J: Facilifafe development and growth of the local economy of the Matzikama 
Municipal area with the intent to create opportunities that will reduce poverty and 
unemployment 

Unqualified conclusion on usefulness and reliability 

21 . In our opinion, the reported performance information of strategic objective 1 : Facilitate 
development and growth of the local economy of the Matzikama Municipal area with the intent 
to create opportunities that will reduce poverty and unemployment is useful and reliable in all 
material respects, in accordance with the identified performance management and reporting 
framework. 

Objective 6: To promote access to adequate, affordable and well maintained municipal 
basic services 

Unqualified conclusion on usefulness and reliability 

22. In our opinion, the reported performance information of strategic objective 6: To promote 
access to adequate, affordable and well maintained municipal basic services is useful and 



s 


Management Report of Matzikama Municipality 


reliable , in all material respects, in accordance with the identified performance management 
and reporting framework. 

Additional matter{s) 

23. We draw attention to the following matter. Our conclusion is not modified in respect of this 
matter: 

Adjustment of material misstatements 

24. We identified material misstatements in the annual performance report suomitted for auditing. 
These material misstatements were on the reported performance information of objective 6: To 
promote access to adequate, affordable and well maintained municipal basic services. As 
management subsequently corrected the misstatements, we did not identify any material 
findings on the usefulness and reliability of the reported performance information. 

Achievement of planned targets 

25. Refer to the annual performance report on pages 7 to 15 for information on the achievement of 
planned targets for the year. 

Unaudited supplementary Information 

26. The supplementary information set out on pages 1 5 to 66 does not form part of the annual 
performance report and is presented as additional information. We have not audited these 
schedules and, accordingly, we do not express a conclusion on them. 

Audit findings in the auditor’s report 

30. We will report all the audit findings included under the basis for conclusion and additional 
matter sections of this report in the auditor’s report. 


2.4 FINDINGS ON COMPLIANCE WITH LEGISLATION 

31 . We did not identify any instances of material non-compliance with specific matters in key 
applicable legislation, as set out in the general notice issued in terms of the PAA. 

2.5 INTERNAL CONTROL 

32. Below is our assessment of implementing the drivers of internal control cased on significant 
deficiencies identified during our audit of the financial statements, the annual performance 
report and compliance with legislation. Significant deficiencies occur when internal controls do 
not exist, are not appropriately designed to address the risk, or are not implemented. These 
either had caused, or could cause, the financial statements or the annual performance report to 
be materially misstated, and material instances of non-compliance with legislation to occur. 
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33. The internal controls were assessed as follows: 


m 

The required preventative or detective controls were in place. 

© 

Progress was made on implementing preventative or detective controls, but 
improvement is still required, or actions taken were not or have not been 
sustainable. 

9 

Internal controls were either not in place, were not properly designed, were not 
implemented or were not operating effectively. Intervention is required to design 
and/or implement appropriate controls. 


34. The movement In the status of the drivers from the previous year-end to the current year-end is 
indicated collectively for each of the three audit dimensions under the three fundamentals of 
internal control. The movement is assessed as follows: 



Improved 


Unchanged 

1 

Regressed 


1 ■ ^ ;Finsncf^l statements' 

1 ^ ; 1 nspofimg. 

Compliance with 
Legislation 


Current 

year 

r r — — — 1 

Prior year! Current > Prior year 
i year | 

Current 

year 

1 

Prior year 

Leadership 

Overall movement from previous assessment 

t 1 ^ 

1 

• Provide effective leadership based on a culture 
of honesty, ethical business practices and good 
governance, and protecting and enhancing the 
best interests of the entity 

# 

^ 1 

• 

• 

• 

• 

• Exercise oversight responsibility regarding 
financial and performance reporting and 
compliance as well as related internal controls 

© 


© 


© 


• Implement effective human resource 
management to ensure that adequate and 
sufficiently skilled resources are in place and 
that performance is monitored 

• 


• 

• 

• 


• Establish and communicate policies and 
procedures to enable and support the 
understanding and execution of Internal control 
objectives, processes and responsibilities 

• 

• 

1 

• 

1 1 

• 

• i 

# 
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statements 

Performance 

reporting 

Cofopilance with 
le^slatton | 

' 

Current 

Prior year 

Cuirenl 

year 

Pdof year 

Current 

year 

Prior ytaar 

• Develop and monitor the implementation of 
action plans to address internal control 
deficiencies 

• 

• 

# 


• 

• 

• Establish an information technology 
governance framework that supports and 
enables the business, delivers value and 
improves performance 

• 

m 

N/A 

N/A 

N/A 

N/A 

Financial and performance management 

Overall movement from previous assessment 



4 

• Implement proper record keeping in a timely 
manner to ensure that complete, relevant and 
accurate information is accessible and available 
to support financial and performance reporting 

© 

m 

© 

• 

• 

# 

• Implement controls over dally and monthly 
processing and reconciling transactions 

• 

# 

• 

• 

• 

• 

• Prepare regular, accurate and complete 
financial and performance reports that are 
supported and evidenced by reliable 
mfomnation 

© 

© 

© 

© 

© 

• 

• Review and monitor compliance with applicable 
legislation 

© 

• 

© 

* 

© 


• Design and implement formal controls over 
information technology systems to ensure the 
reliability of the systems and the availability, 
accuracy and protection of information 

• 

• 

N/A 

N/A 

N/A 

N/A 

Governance 

Overall movement from previous assessment 




• Implement appropnate nsk management 
activities to ensure that regular nsk 
assessments, including the consideration of 
information technology nsks and fraud 
prevention, are conducted and that a nsk 
strategy to address the nsks is developed and 
monitored 

• 

• 

• 

• 

# 

# 

• Ensure that there is an adequately resourced 
and functioning internal audit unit that identifies 
internal control deficiencies and recommends 
corrective action effectively 

# 

• 

• 

• 

# 

# 
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^ r 

Financra( sutBn'f&ntB 

Pprfornianc# 

rapciftlfiif 

If -- 

ContRlia 

fegisj 

nc« 


Current 

year 

Prior year 

Currant 

yaar 


Curreni 

yaar 

Prior year 

• Ensure that the audit committee promotes 
accountability and service delivery through 
evaluating and monitonng responses to nsks 
and overseeing the effectiveness of the internal 
control environment, including financial and 
performance reporting and compliance with 
legislation 

e 

1 

• 

1 

[ 

1 

# 

e 


m 


Leadership 

Oversight responsibility 

35. The Municipal council did not always exercise adequate oversight over the activities of the 
municipality. The monthly and quarterly financial and performance reports submitted by 
management were not adequately interrogated to detect the potential for misstatements in the 
financial statement and performance information. The delay in the filling of vacancy in the post 
of the municipal manager limits the municipality’s ability to raise funding for the municipality so 
that suppliers could be paid timely. The municipal council did not establish controls to assess 
compliance with laws and regulations. Consequently, addendums on Asia’s contracts were 
approved without foliowing the SCM regulations. 

Financial and performance management 

Proper record keeping 

36. Management did not maintain adequate records and documents in relation to fines 
management, when the MVS was not operational. This was caused by lack of ongoing 
management risk assessment. The annual performance report actual results had to be 
updated, therefore confirming that the controls around the review of the performance report 
and record keeping was not operating as required. 

Regular, accurate and complete financial and performance reports 

37. The financial statements submitted for audit were submitted with misstatements on the 
disclosed irregular expenditure due to lack of adequate review of schedules supporting the 
reported financial misstatements, review of reported performance information and 
documentation that is the subject of the procurement process. 

Regular, accurate and complete financial and performance reports 

38. Management controls were not sufficient to prevent non-compliance with the supply chain 
management regulations. The municipality procured its services without following the SCM 
regulations. 

Summary 

39. None of the matters above resulted in an audit report finding however they relate to the 
management report findings on the annual financial statements, annual performance report 
and findings on compliance with legislation. 


Management Report of Matzikama Municipality 


2.6 ASSURANCE PROVIDERS AND STATUS OF IMPLEMENTATION OF 
COMMITMENTS AND RECOMMENDATIONS 

40. The annual report is used to report on the financial position of auditees, their performance 
against predetermined objectives and overall governance. One of the important oversight 
functions of the legislature and council is to consider auditees' annual reports. To perform this 
oversight function, they need assurance that the information in the annual report is credible. To 
this end, the annual report includes our auditor’s report, which provides assurance on the 
credibility of the financial statements and the annual performance report, as well as on the 
auditee’s compliance with legislation. 

41 . Our reporting and the oversight processes reflect on past events, as it takes place after the end 
of the financial year. However, management, the leadership and those charged with 
governance contribute throughout the year to the credibility of financial and performance 
information and compliance with legislation by ensuring that adequate internal controls are 
implemented. 

We assess the level of assurance provided by these assurance providers based on the status 
of internal controls (as reported in section 2.5) and the impact of the different role players on 
these controls. We provide our assessment for this audit cycle below. 


Senior management and municipal manager 

42. Management did not maintain adequate records management for financial and performance 
information. Furthermore, management competencies, processes and controls were not 
adequate to prevent misstatements in the financial and performance information including 
compliance with laws and regulations. Daily and monthly disciplines were not put in place to 
improve liquidity position and pay creditors timely. 

Mayor of municipality 

43. The Mayor did not exercise sufficient executive oversight responsibility regarding financiai and 
performance reporting and compliance as well as related internal controls. Sufficient reviews 
were not performed by leadership of on matters relating to misstatements on financial 
statements and performance information and compliance with applicable legislation and 
compliance with applicable legislation. 

Internal audit 

44. Legisiation in South Africa requires the establishment and roles and responsibilities of internal 
audit units. Internal audit units form part of the internal control and governance structures of the 
municipality and play an important role in its monitoring activities. Internal audit provides an 
independent assessment of the municipality’s governance, risk management and internal 
control processes. 

45. The internal audit unit of a municipality must prepare a risk-based audit plan and internal audit 
programme for each financial year. It must advise the accounting officer and report to the audit 
committee on implementing the internal audit plan and matters relating to internai audit; internal 
controls; accounting procedures and practices; risk and risk management; performance 
management; loss control and compliance with the MFMA. The internal audit unit must also 
perform such other duties as may be assigned by the accounting officer. Internal audit is 
adequately resourced and functioning as required by legislation. 
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Audit committee 

46. The audit committee is an independent advisory body to the council/accounting officer and the 
management and staff of the municipaiity on matters relating to internal financial control and 
internal audits; risk management; accounting policies; the adequacy, reliability and accuracy of 
financial reporting and information; performance management; effective governance; the 
DoRA, MFMA, Treasury Regulations and any other applicable legislation; performance 
evaluation; and any other issues. 

47. The audit committee reviews the annual financial statements to provide an authoritative and 
credible view of the municipality, its efficiency and effectiveness and its overall level of 
compliance with the applicable legislation. The audit committee is adequately resourced and 
functioning as required by legislation. 

Municipal council 

48. The Municipal council did not exercise sufficient oversight responsibility regarding financial 
performance reporting and compliance as well as related internal controls. Sufficient reviews 
were not performed by leadership of on matters relating to financial statements, performance 
Information and compliance with applicable legislation. 

Status of implementing commitments and recommendations 

49. Below is our assessment of the progress in implementing the commitments made by the 
municipality to address the prior and current year's audit findings. 


No: 

CommUmenl . 



Status 

1 

The municipality will prioritize tne 
appointment of a Performance 
and Compliance Officer in a bid to 
proactively ensure compliance to 
ail laws and regulations with 
specific reference to submission 
of the quarterly reports as 
required by section 12(2)(c) of the 
Division of Revenue Act 

CFO 

November 

2015 

Impiemented 

2 

Minimum competencies for Mr. 
Phillips will be obtained as the 
empioyee is now attending the 
required training at his own cost. 

CFO 

November 

2015 

Being impiemented 

3 

Management does have a master 
water pian aithough they do not 
have an approved policy in piace 
that addresses routine 
maintenance of water 
infrastructure. Specific timeframes 
and targets wiil be set. 

CFO 

November 

2016 

Impiemented 

4 

The municipaiity wiii compiie an 
approved priority list of roads 
infrastructure for the specific 
financiai year which is informed by 
the assessments done in the 
pavement management pian. 

CFO 

November 

2016 

Impiemented 
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50. Three audit recommendations accepted by management in tne prior year on matters included 
in the other important matters were implemented, or alternative actions were taken to resolve 
the finding. 

51 . One recommendation is still being implemented. There are no recommendations which have 
not been addressed or where very limited progress has been made. 

52. Details on the status of implementing the previous year’s recommendations are provided in 
section 8, which summarises the detailed audit findings. 

SECTION 3: Specific focus areas 
3.1 FINANCIAL VIABILITY 

53. Our audit included a high-level overview of the municipality’s financial viability as at year-end. 
The financial viability assessment provides useful information for accountability and decision- 
making purposes and complements the financial statements by providing insights and 
perspectives thereon. The financial viability assessment is expected to enhance timely 
remedial decision-making and policy reforms where financial viability may be at risk. It will also 
highlight to management those issues that may require corrective action and the urgency and 
magnitude of the reforms and decisions necessary to maintain operations. The information 
should be used to complement, rather than substitute, management’s own financial 
assessment. 



FINANCIAL VIABILITY ASSESSMENT 


(Umitation = unabte to obtain sufficient appropriate 
Information to assess the indicator) 

AS AT 3D JUNE 
2D1E 

AS AT 30 JUNE 
2015 

[ EXPENDITURE MANAGEMeMT 1 


Creditor-paymerit period 

62.4 Days 

81.2 Days 

1 REVENUE MAN AGEMIENT 

2.1 

Debtor-collection period (after impairment) 

49.1 Days 

42.8 Days 

2.2 

Debtors impairment provision as a percentage of 
accounts receivable 

68.7% 

71.3% 

• Amount of debtors impairment provision 

• Amount of accounts receivable 

R 42 973 539 

R 63 381 473 

R 41 707 234 

R 58 511 839 

1 ASSET AND UlABILfTY AAANAGEMENT | 

3.1 

A deficit for the year was realised (total expenditure 
exceeded total revenue) 

No 

No 


• Amount of the surplus / (deficit) for the year 

R 42 973 539 

R 44 370 642 

3.2 

A net current liability position was realised (total 
current liabilities exceeded total current assets) 

Yes 

Yes 

• Amount of the net current assets / (liability) 
position 

(R 6 195 581) 

(R12 896 159) 

3.3 

A net liability position was realised (total liabilities 
exceeded total assets) 

No 

No 


• Amount of the net asset / (liability) position 

R 467 840 61 6 

R 424 360 209 

3.4 

Liquid assets as a percentage of total current 
liabilities (acid test percentage) 

82% 

68% 


• Amount of liquid assets (total current assets less 

R31 212 664 

R 28 186 634 
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FlfiANCIAL VIABILITY ASSESSMENT 


{Limitation ^ unable to obtain sufficient appropriate 
Informatiort to assess the Indicator} 


inventory less prepayments) 
Amount of total current liabilities 


AS AT 30 JUNE 
2016 


R 37 914 308 


AS AT 30 JUNE 
201 S 


R 41 507 358 


r 



4.1 

The year-end bank balance was in overdraft 

No 

No 

• Amount of year-end bank balance (cash and cash 
equivalents) / (bank overdraft) 

R 10 376 174 

RIO 732 948 

4.2 

Net cash flows for the year from operating activities 
were negative 

No 

No 

• Amount of net cash in / (outflows for the year 
from operating activities 

R 30 098 234 

R 40 174 270 

4.3 

Creditors as a percentage of cash and cash 
equivalents 

192% 

220% 

• Amount of creditors (accounts payable) 

• Amount of cash and cash equivalents / (bank 
overdraft) at year-end 

R 19 957 290 

RIO 376 174 

R 23 642 032 

RIO 732 948 


OVERALL ASSESSMENT 


Overall the financial viability is assessed as; 



Audit opinion 

54. Even though the municipality’s reflected a net current liability position at year end which has 
improved from the previous year significantly. The municipality is able to settle is current 
liabilities as and when they become due. 

3.2 PROCUREMENT AND CONTRACT MANAGEMENT 


55. The audit included an assessment of procurement processes, contract management and the 
related controls in place. To ensure a fair, equitable, transparent, competitive and cost-effective 
supply chain management (SCM) system, the processes and controls need to comply with 
legislation and minimise the likelihood of fraud, corruption, favouritism and unfair and irregular 
practices. 

56. A summary of the findings from the audit are as follows: 

Irregular expenditure 

57. R 10 548 471 (100%) of irregular expenditure incurred in the current financial year was as a 
result of the contravention of SCM legislation. Further irregular expenditure incurred in 
previous years, amounting to R1 280 027, was also identified in the current year. 100% (100% 
in the prior year) of this irregular expenditure was identified during the audit process and not 
detected by the municipality’s monitoring processes. The root causes of the lack of effective 
prevention and detection are as a result of a lack of procedures by the municipality to ensure 
all material transactions associated with a tender have been awarded through competitive 
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bidding and a lack of procedures in place to ensure that the definition of ‘emergency’ as 
detailed by SCM regulations is appropriately applied. 

Procurement processes 

58. The table below is a summary of findings identified on procurement processes: 



^ Tojai 

^ Otioi 

tatfons 

Contracts 

'r 1 

Number 

Value 

Number 

Value 

Number 

Value 

Awards selected for testing 

7S 

R21 905 990 

56 

R3 086 238 

22 

R18 819 752 

Expenditure Incurred on 
selected awards - current year 


R21 905 990 

I 


R3 086 238 


R18 819 752 

Limitations - awards selected 
but could not be tested 

0 

0 

0 

0 

0 

0 

Awards on which non- 
compliance was Identified 

6 

R7 775 604 

2 

R44 421 

4 

R7 731 193 

Irregular expenditure identified 

6 

R7 775 604 

I 

2 

R44 421 

4 

R7 731 193 

Instances of Irregular 
expenditure where goods/ 
services were not received 

0 

0 

0 

C 

0 

0 


Procurement processes - general 

59. One contract with a value of R9 899 998 was procured without inviting competitive bids, and 
the deviations were not approved. 

60. Goods and services with a transaction value of below R200 000 were procured without 
obtaining the required price quotations, in contravention of by SCM regulation 17(a) and (c). 

Internal control deficiencies 

61. No procedures are in place to ensure that the definition of 'emergency' is applied to situations 
appropriately resulting in deviations being recorded incorrectly. The municipality had not 
appropriately anticipated the needs associated with its functions and only obtained the services 
listed above a few days before the events thereby being unable to follow the required supply 
chain management policy for procuring services. 

62. In 2001 when the ASLA contract was originally signed it did not follow the competitive bidding 
process. The municipality does not have a procedure in place to ensure that all material 
transactions are associated to a valid tender, which has been awarded appropriately through 
competitive bidding. 

3.3 FRAUD AND CONSEQUENCE MANAGEMENT 

63. The primary responsibility for preventing and detecting fraud rests with management and those 
charged with governance. We are responsible for obtaining reasonable assurance that the 
financial statements are free from material misstatement, whether caused by fraud or error, 
and to issue an auditor’s report that includes our opinion. Due to the inherent limitations of an 
audit, there is a risk that some material misstatements, including fraud, may not be detected. 

64. The MFMA and its regulations clearly stipulate that matters such as incurring unauthorised, 
irregular as well as fruitless and wasteful expenditure; the possible abuse of the SCM system 
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(including fraud and improper conduct); and allegations of financial misconduct should be 
investigated. Disciplinary steps should be taken based on the results of the investigations. Our 
audits included an assessment of the municipality’s management of consequences. No 
significant findings were identified. 

3.4 UTILISATION OF CONDITIONAL GRANTS 


Utilisation of conditional grants received 

65. For the financial year under review, the audit included an assessment of the effectiveness of 
the utilisation of the following conditional grants received: 

• Municipal Infrastructure Grant (MIG) 

66. For each of the grants tested as per the table above, we selected key projects funded by the 
grant and audited the utilisation of grants on the project. Listed below are the audit findings 
identified for each project. 


Key projects/ iniUstiuee runcled by itic grant 

Summary of selected key project arid 
result of testing 

; 1 

Details 

~l 

Details 

Details 

Name of grant 

MIG 

MIG 

MIG 1 

Project/inltlatlve funded by the grant 

UPGRADING OF 
KLAWER 
WWTW 

CONSTRUCT 2 ML 
RAW WATER DAM 
KLAWER WJW 

UPGRADING OF 
ALPHA STRAAT 
KLAWER 

Achievement of planned targets 

Achieved 

Achieved 

Achieved 

Correctness of reported 
performance/achievement of targets 

Correct 

Correct 

Correct 

Results of testing procurement of goods 
and services for the project 

No findings 
identified 

No findings 
identified 

No findings 
identified 

Misstatements were identified on the 
accounting for the assets/ work-in-progress 

No misstatement 
identified 

No misstatement 
identified 

No misstatement 
identified 

Resuits of testing the receipt of goods/ 
services for the project 

No misstatement 
identified 

No misstatement 
identified 

No misstatement 
identified 


3.5 PUBLIC PARTICIPATION 


67 Sub-outcome 2 as per MTSF chapter 9 alms at addressing poor communication with 

communities and weak and ineffective platforms for public participation. The anticipated impact 
through this sub-outcome is to strengthen the capacity of municipalities, especially at ward 
level, for deliberate public participation through improved consultation, communication and 
feedback mechanisms to citizens to participate in decision-making and be kept informed of key 
issues and developments. 
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68. As part of the audit of predetermined objectives we audit compliance with the provisions of the 
Municipal Systems Act (MSA) relevant to community participation. No findings were identified. 

3.6 USE OF CONSULTANTS 

69. The audit included an assessment of the effective use of consultants. In the local government 
environment, the partnership between the private and public sector has become important in 
driving strategic goals. 

70. The total expenditure on consultants is R3 299 895. 

3.7 WATER AND SANITATION 

71 . The audit included an assessment of the water and sanitation service delivery objective of the 
municipality. We focused on the following: 

• Management of grant funding for water and sanitation infrastructure 

• Management processes for water and sanitation infrastructure projects 

• Maintenance of water infrastructure 

• Water losses 

Management processes for water and sanitation infrastructure projects 
72. 1 of 3 sanitation projects selected for audit has significant supply chain findings. 

3.8 ROADS INFRASTRUCTURE 

73. The audit included an assessment of the roads infrastructure service delivery objective. We 
focused on the following: 

• The existence of a policy, plan and strategy for the upgrade of roads infrastructure 

• Availability of budgeted funds to maintain and upgrade ageing road networks 

74. A summary of the significant findings from the audit are as follows: 

Availability of budgeted funds to maintain and upgrade ageing road networks 

75. The municipality underspent their 2015-16 Property, Plant and Equipment renewal budget by 
12% due to sourcing cheaper qualifying suppliers in the tendering process. 
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SECTION 4: Emerging risks ■ 

Accounting, performance management/reporting and compliance matters 

New pronouncements 

Standards of GRAP 

76. The ASB has approved the following Standards of GRAP and Interpretations of Standards of 
GRAP for which the Minister of Finance has not yet determined an effective date: 

• GRAP 20 - Related party disclosures 

• GRAP 32 - Service concession arrangements: grantor 

• GRAP 108- Statutory receivables 

• GRAP 109- Accounting by principals and agents 

• IGRAP 17- Service concession arrangements where a grantor controls a significant 
residual interest in an asset 

77, In addition the ASB approved Directive 12 - S^ection of an appropriate reporting framework by 
public entities, which will become effective for financial periods commencing on or after 1 April 
2018, but early application is permitted. 


Municipal SCOA 

78. Include information on the readiness of the municipality to implement the municipal SCOA. The 
information relating to each municipality should be obtained from ISA and supplemented with 
any other observations. 

79. The ultimate responsibility for compiling consolidated national government-wide accounts rests 
with the National Treasury. Included in these accounts is the consolidated local government 
information that is used for national policy and other purposes. The local government 
information is obtained from all municipalities and their entities, which has necessitated the 
establishment of a national standard. The National Treasury accordingly compiled the 
Municipal Standard Chart of Accounts (mSCOA)), which is aligned with SCOA which is used by 
the national and provincial governments for the collection of financial information at local 
government level. 

80. The mSCOA regulations were gazetted on 22 April 2014, which established the application of 
the mSCOA in local government as a legislated requirement. The mSCOA project was then 
established and will be applicable to all municipalities and municipal entities with effect from 1 
July 2017. The implication of this is that, as of 1 July 2015, all municipalities that were not 
included in the piloting of the mSCOA regulations, still have a 16-month window in which to 
ensure that the necessary preparation is done to enable them to capture all transactions (at 
posting level) in accordance with mSCOA in their respective financial applications (systems). 
This readiness period is calculated on the assumption that the municipality should prepare its 
2017-18 budgets during October/November 2016, as required by the Municipal Budget and 
Reporting Regulations. The piloting of mSCOA has already commenced in 19 local, two district 
and eight metropolitan municipalities, phased over the 2015-16 and 2016-17 financial years. 
Piloting is done in close cooperation with the National Treasury's mSCOA project team and the 
provincial treasuries. 
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81. mSCOA is a significant project which, by its very nature and purpose, poses various risks 
to local government, the more important being: 

• Inability of some of the current system vendors to accommodate the technical 
specifications set in mSCOA, which could result In significant changes having to be 
effected to current systems and/or the implementation of new systems 

• Municipalities constrained by a scarcity of capacity and skills to manage the changes 
required by the mSCOA classification framework 

• Funding constraints related to the implementation of the mSCOA 


82. The National Treasury is cioseiy involved in ensuring that municipalities and their entities will 
comply with the mSCOA requirements as contained in the government gazette of 22 April 
2014. For most of the municipalities this will, however, mean having to adopt another financial 
system, or to re-Implement a current IT system, or to subject it to major upgrades. These 
changes expose the municipalities to a variety of risks, which should be closely managed to 
ensure the completeness, accuracy and validity of the information captured, processed and 
transmitted through the IT systems. 

83. Each municipality is ultimately accountable for ensuring that it has and maintains effective, 
efficient and transparent systems of financial and risk management and internal control 
(section 62 of the MFMA). 

New legislation 

National Treasury’s SCM reforms: 

84. The National Treasury, through the Office of the Chief Procurement Officer is accelerating 
measures that will make it easy for business and government to transact; and ensure that 
government purchase what it needs at the right time, the right price, in the correct quantities 
and delivered to right location. The measures implemented by the national treasury include: 

a) Establish the Central Supplier Database (CSD) of government to be used by all organs 
of state: The CSD is a single database that will serve as the source of all supplier 
information for organs of state. 

b) Establish the eTender Portal: This portal provides a single point of access to 
information on all tenders made by all public sector organisations at all spheres of 
government. 

These measures were communicated by the national treasury through MFMA circulars 81 
and 83 and they are already effective from 01 July 2016. 

85. The audit included a basic assessment of whether the municipality has implemented the 
measures. The following weaknesses were identified with regard to the municipality’s 
implementation of these reforms:- 

Central suppliers’ database: 

• The SCM policy was not updated to provide for inviting quotations from suppliers 
registered in the CSD. 

• The municipality is still utilising its own database of prospective suppliers that is not 
synchronised with the CSD. 

• SCM officials have not been trained on the use the CSD 
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eTender Portal 

• The SCM policy was not updated to provide for invitation of competitive bids through 
the eTender portal. 

• As at the date of the this report, the municipality has not started inviting bids through 
the eTender Portal. 

Subsequent events 

• The Western Cape government has launched a process to ensure the sustainability of the 
Matzikama municipaiity. 


I SECTION 5: Ratings of detaHed ouditflndings 

86. For the purposes of this report, the detailed audit findings included in annexures A to C have 

been classified as follows: 

• Matters to be included in the auditor’s report: These matters should be addressed as a 
matter of urgency. 

• Other important matters: These matters should be addressed to prevent them from leading 
to material misstatements of the financial statements or material findings on the 
performance report and compliance with legislation in future. 

• Administrative matters: These matters are unlikely to result in material misstatements of the 
financial statements or material findings on the performance report and compliance with 
legislation. 
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1 ^ 

1 ® Improved 

Unchanged 

v* Regressed 


j -Good 

Concerning 

Intervention required 


t 


Improved 


^4 Unchanged 


I 


Regressed 


87. The municipality’s clean audit outcome has been sustained. The first level assurance provider’s 
controls on oversight responsibility of leadership, record keeping, processing and reconciling, 
frequency of reporting to allow those in charge with governance to exercise their oversight and 
compliance with laws and regulation were not sufficiently executed with respect to respond to 
risk of submission of quality financial statement, quality performance information, supply chain 
management and financial health. The municipality continue to operate without a municipal 
manager which puts a strain on the existing officials and compromises their effectiveness in 
delivering on their responsibilities. 

88. Our staff remains committed to assisting in identifying and communicating good practices to 
improve governance and accountability and to build public confidence in government's ability to 
account for public resources in a transparent manner. 

Ypurs.^ithfully 

Lizo von Bettensire Ndzamela 

Senior Manager: Western Cape 

30 November 2016 

Enquiries: Uzo von Bettensire Ndzemela 

Teiephone: (021)528 4100 

Fax: (021)528 4200 

Emaii: LizoN@agsa.co.za 

Distribution; 

Accounting officier 

CFO 
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